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Introduction 


VER since the advent of the government-insured 

loan, the mortgage business and the real estate 

business have grown progressively more compli- 
cated. This has become increasingly true in recent 
years. 


Since October 12, 1950, the date Regulation X anu 
its companion regulations became effective, the sale 
and financing of real estate has become one of the most 
confusing and complicated operations in the country. 
Nothing we can do can make the new reulations less 
complicated, but perhaps this booklet will make them 
less confusing. 


The purpose of this booklet is to present the main 
points of Regulation X and the chief differences between 
it and the FHA and the VA regulations 


It would be impossible to anticipate all of the ques- 
tions raised by these regulations, or to attempt to give 
rulings on them. 


If the need arises, we will try to keep this booklet 
up to date by supplementing it with interpretations of 
important amendments and changes 








Explanation of Regulation X 


Written and administered by the Federal Reserce Board 
of Governors (as directed by the President under author 
ity of the Defense Production Ad ISO); applies only 
to conventional loans on new one-and two-Samily residen 

buildingsor major imft nen r alterations \ more 


than $2 50) mn existing ri family residence 


Section ] 
Scope and Application 


Applies to any person or organization engaged in ex- 
tending or arranging real estate credit 


A person or organization is considered to be in the 
business of extending real estate credit if during 1949 
or 1950 he has extended real estate credit (of any na- 
ture) more than three times in the total amount exceed- 
ing $25,000. You can see that virtually all mortgage 
lenders would be covered by this definition 


Section 2 
Definitions 
(A) Person. -Any individual or organization (includ- 


ing government agencies) capable of making a real es- 
tate loan. 





(B) Registrant. -Practically speaking, this means 
*lender.” Every person engaged in the business of ex- 
tending real estate credit is considered a registrant. In 
Virtually all cases this means “lender.” At this time 
the lenders are not actually registered. The Federal 
Reserve Board assumes all lenders to be registered and 
has not required this formality. 


(C) Credit. -This means any real estate loan includ- 
ing conditional sales and rental-purchase contracts. 


(D) Extending credit. -This term means any real es- 
tate transaction where the purchaser takes property sub- 
ject to any mortgage or other lien upon the property. 


(E) Real estate construction credit. -Practically 
Speaking, real estate construction credit applies to all 
Credit extended on one- and two-family residential units 
Whuse construction was started after August 3, 1950. 
This includes so-called “construction” loans as well as 
long-term loans (in other words, any loan to build a new 
house or acquire a newly built house or to finance an 
Addition or alteration costing more than $2, 500 on any 
One- or two-family residence). 


(F) New construction. -Any construction or major 
Addition or improvement begun after 12:00 August 3, 
1950. Construction is “begun” when any part of the 
Structure becomes permanently and physically attached. 
For example, if the footings of the foundation are in be- 
fore noon on August 3, 1950, the financing of the struc- 
ture is exempt from Regulation X. If construction was 
begun between August 3 and October 12, 1950, the pro- 
hibitions of Regulation X shall not apply to credit extend- 
ed before May 1, 1951. Note: This exemption does not 
extend to FHA and VA credit restrictions because FHA 
and VA restrictions apply to_all one- and two-family 





residential units. 


(G) Major addition or major improvement.-The total 
cost must exceed $2, 500. If it does not exceed $2, 500, 
it is not considered a major addition or improvement 
and is not restricted by Regulation X 


(H) Real property. -Also includes leaseholds and 
other interests in real property 


(D Maximum loan value. - 


1. The value of major improvements or alterations 
is their cost or estimated cost 


2. In the case of a sale of residential property the 
VALUE shall be the bona fide sales price upon which 
maximum loan value is based. EXAMPLE: Home sells 
for $10,000. This is its price and its value. The maxie 
mum loan is $7, 700 (see table 1) 


3. When the credit is to finance the construction of 
a new house the value is to be considered the total of 
the cost of construction plus the value of the lot. Value 
of the lot is considered its cost if purchased less thag 
12 months prior to the loan. If lot has been owned by 
the borrower for more than 12 months, or if it was ac- 
quired by gift, exchange or inheritance, value of the 
property shall be the appraised value as determined by 
the lender. In any case, if borrower owns his lot, the 
value of the lot may be counted as (all or part of) the 
down payment. EXAMPLE 








Construction cost of house $12, 000 
Recently acquired lot cost 2, 500* 


VALUE Fid, 500 


MAXIMUM LOAN VALUE $10, 400 (see table 1) 


*Thin $2, 500 value could be applied by borrower to down 
payment of $4, 100; therefore, in this instance he would 
feed only $1, 600 cash. 


OR 


Construction cost of house $12, 000 
{also appraised value) 
ot acquired in 1930 at cost of 
i 500 now has appraised 
Value of 2,100 
VALUE $14, 100 
MAXIMUM LOAN VALUE $10, 160 (see table I) 


4. When the loan is to finance construction of a 
fesidence on farm property the maximum loan value is 
Based on the cost of the construction plus 5%. The 5% is 
@dded to take into account the value of the land upon 
Which the building is to be constructed. 


Construction cost of new farm house %, 000 
Land value allowance (5% of $6,000) 300 
VALUE $6, 300 
MAXIMUM LOAN VALUE $5, 345 (see table 1D 


(J) Bona fide sales price. -The following example will 
show how this price is arrived at: 


1. Cash to be paid $5, 000 
2. Value of any property accepted 
as part payment (for example - 
a vacant lot) 1, 000 
First mortgage on subject 
property 5, 500 





. Any lien for taxes or special 
assessment which is in default 
or currently due and payable 
(1948 sewer tax $93 plus 1949 
real property tax $120) 
. Amount of any mechanics’ liens 
or other liens the purchaser 
must pay ($125 for unpaid 
plumbing bill) 
. The amount of any alteration or 
repair that the purchaser a- 
grees to pay (purchaser agrees 
to pay the seller for a new water 
heater he has just installed - 
$150) 150 
Customary closing costs paid by 
purchaser 238 _ 
Bona fide sales price $12, 226 


This total does not include any prepaid charges (such 
as prepaid taxes or insurance) or any accrued rent which 
will be paid to purchaser 


(K) Residence. -A residence is a one- or two-family 
structure, with at least one-half of its floor space de- 
Signedor used for dwelling purposes. For the purpose 
of this definition row houses (houses connected by com- 
mon walls) are considered separate structures. 


(L) Farm property. -Must be located outside urban 


areas and used principally for production of agricultural 
products. 


Section 3 
General Requirements and Registration 


(A) Registration. -This section of the Regulation states 
that: 





Anyone engaged in the business of extending real es- 
tate credit shall be presumed to be registered. How- 
#ver, he may be required to file a registration state- 
ment with the Federal Reserve Board at some later 
date. If so, the requirement will be publicly announced. 
Therefore, anyone engaged in extending real estate 
tredit is known (to the Federal Reserve Board) as a 
* registrant.” 


(B) General Requirements. -The regulation also states 
that the “registrant” (lender) shall not extend credit 
which fails to comply with any applicable provision of 
the regulation. In other words, Regulation X says that 
Regulation X must be obeyed. 


(C) Suspension of Registration. -Failure to comply 
with the provisions of Regulation X (either deliberately 
or through negligence) may bring suspension of the lend- 
®r's activities, possibly for an indefinite period. (Also, 
the Defense Production Act of 1950 under which Regula- 
tion X is written states that willful violation of the real 
@state construction credit regulations can lead to a $5, - 
000 fine or a year in jail, or both.) 


In short, Section 3 of Regulation X simply states that 


all lenders are subject to the regulation and if they don't 
Obey it they are liable to punishment 


Section 4 
Extension of Credit 


(A) Amount, Maturity, Amortization of Real Estate 
Loans 


Except as otherwise permitted by this regulation, no 
lender shall either in connection with a sale or other- 
wise: (renew, refinance, consolidate, revise) 





1. Extend credit which will cause the total amount 
of credit against a certain property to be in excess of 
the maximum loan value shown in table I. For example: 
table I shows that a property with a value of $16, 000 
can nave a maximum loan of $10, 900 against it. If this 
property is to be financed, a lender can extend credit 
up to $10,900. But suppose it already has a loan of $8, - 
000 against it. In this case the lender can advance only 
an additional $2, 900 ($8, 000 + $2,900 = $10, 900, or 
maximum loan). 


2. This also applies to loans for making major im- 
provements or alterations. No lender shall extend cred- 
it to finance the major alteration or major improvement 
of one- or two-family residential units if the extension 
of this credit will cause the total amount of (alteration 
and improvement) credit to exceed the maximum loan 
value of such major additions or improvements. 


Suppose an owner has already borrowed $4, 500 to 
improve his home. This loan can be handled with a 10% 
down payment. If, however, this owner decides to add 
other major alterations and improvements, the total 


value of the improvements cannot exceed $5, 000 if the 
down payment is to be only 10%. 


For example, suppose the first loan of $4, 500 had 
been paid down to $4, 000 and the borrower wanted a- 
nother $3, 500 for additional improvements. The total 
loan would be $7, 500 and would require a down payment 
of $1,375. (See table I.) 


3. The same restrictions hold true regarding farm 
residential property. In other words, the maximum a- 
mount of credit that can be outstanding on residences 
of various values is set forth in table I. 


4. Loans on property having a value of $7, 000 or 
less must be amortized in 25 years or less. Loans on 
property with a value in excess of $7,000 must be a- 





mortized within 20 years. This does not mean that a 
Idan of $7, 000 can be extended for 25 years. The value 
@f the ropery cannot exceed $7, 000 to qualify for a 25- 
gear loan. In the case of a $7,000 property the maxi- 
Mum loan that could be extended for 25 years is $5, 800. 


5. No lender shall purchase, discount, or lend on 


27 credit instrument subject to Regulation X that does 
t conform to Regulation X. 


This portion of the regulation repeats the ruling that 
lenders must not extend credit that does not conform 
With Regulation X and goes on to say that lenders must 
@iso not purchase or discount these nonconforming loans. 


6. The lender shall not transfer title to newly con- 
Structed residential property if the amount of credit out- 
Standing against the property (and assumed by the pur- 
@Ghaser) exceeds the applicable maximum loan value, or 
if as a result of the sale this credit exceeds the applic- 
able maximum loan value. A lender shall not sell or 
transfer title to real property if any of the outstanding 
¢redit arrangements fail to comply with Regulation X. 


This entire paragraph of Section 4 simply details the 
fact that a lender must have absolutely nothing to do with 
a nonconforming loan. He certainly must not make one, 
nor may he have anything to do witha nonconforming loan 
even though someone else makes it. 


(B) Secondary Borrowing. -If the primary loan on the 
property is for the applicable maximum amount there is 
to be no secondary borrowing except that borrowing se- 
cured by the borrower’s life insurance. For example: 
Suppose a purchaser in buying a néw home for $15, 000 
borrows the applicable maximum amount of $10, 700. 
He finds that he must have a down payment of $4, 300 in 
cash. If he does not have $4, 300 in cash, he may bor- 
row the necessary amount on his life insurance. He 
cannot borrow for this purpose on any other collateral 





Naturally he can sell some other asset such as stocks, 
bonds, personal property or real estate, but he cannot 
borrow more than $10, 700 to buy this house unless that 
secondary borrowing is secured by his life insurance. 


On the other hand, if this same purchaser buys the 
home for $15, 000 and borrows only §9, 000 to close the 
deal, he may later borrow an additional $1, 700 on his 
home ($9, 000 + $1, 700 = $10, 700, or the maximum ap- 
plicable amount on a home valued at $15, 000). 


(C) Statement of the Borrower. -No lender shall exe 
tend credit unless he knows whether or not such credit 
comes under the ruling of this regulation. Furthere 
more, he must keep records of his loans in order to 
demonstrate which loans are exempt from the regulation 
and which are not. 


When the lender accepts a statement signed by the 
borrower stating that the credit to be extended is not 
real estate construction credit, such statement shall 
constitute an adequate record. (We recommend that the 
lenders secure samples of “Statement of the Borrower ® 


forms from the Federal Reserve Bank in their district.) 


Furthermore, no lender shall extend real estate cone 
struction credit unless he has accepted a signed State- 
ment of the Borrower stating: 


1. Whether the credit is with respect to: 


a. Residential property 

b. A residence on farm property 

c. A major addition or major improvement 
to a residence 


2. Stating the reason such credit is exempt from 
Regulation X (if it is exempt). Naturally, if the credit 
is not exempt this portion of the borrower ’s statement is 
left blank. 





3. Stating the total amount of credit that will be out- 
Standing against the property. This includes the unpaid 
balance outstanding against credit previously extended 
plus the amount of credit to be extended. 


4. Stating how the lender is computing “value” of 
the property; whether he is using cost, or estimated cost 
té the borrower. Furthermore, he must show this cost 
figure in the statement. 


5. Also, state whether credit to be extended is in 
cOnnection with a sale. 


5a. If so, state the sale price and that this price 
was bona fide. 


5b. If any property is given in part payment of sales 
price the value of said property must also be stated and 
the property must be briefly described. 


5c. If credit is in connection with a sale, this state- 
ment must also state that the seller of the property will 
have no financial interest in the property except that in- 
t@rest which he fully discloses to the lender. Any finan- 
cial interest that the seller retains in the property or 
im the proceeds of the property's disposition shall be 
considered real estate credit subject to Regulation X. 
(This is to forestall such a situation as the following: 
Borrower wants to buy a $15, 000 house and needs $4, 300 
down payment. He only has $2, 000 and enters intoan 
agreement with seller to give him a part purchase money 
mortgage for $2,300. Any such agreement must be dis- 
closed by the borrower in his Statement. ) 


Section 5 
Exemptions and Exceptions 


(A) Minimum Amount.-The minimum amount of 


me 





credit to which Regulation X applies is credit in excess 
of $2, 500. If the total amount of outstanding credit ex- 
tended (or to be extended) after October 12 is not more 
than $2, 500 the loan is exempt from the Regulation. 


(B) Short-Term Construction Credits. -Credit ex- 
tended to finance construction of one- and two-family 
residential units (or major additions or improvements) 
is exempt from Regulation X if this loan is to be paid off 
in 18 months or less. However, final financing must 
conform to the regulation. If a loan of this type haga 
maturity exceeding 18 months, it shall also be exempt 
from Regulation X if there is an agreement between bor- 
rower and lender to refinance under Regulation X with- 
in an 18-month period, or when the structure is com- 
pleted, whichever occurs first. However, if the prop- 
erty financed by such a loan is sold it must be sold under 
the terms of the regulation (same as above) 


For example: Suppose a builder applies for a cofi- 
struction loan to build a new home or a group of new 
homes and secures a loan for 15 months. This come 
struction loan is not under the Regulation because it ip 
for a term of less than 18 months. If it is necessary 
to renew this loan it can only be renewed for 3 months 
without falling within the Regulation. (Eventual sale 
must conform to Regulation X. ) 


Suppose also that this same builder makes a con- 
struction loan of 24 months. This loan may be exempt 
from Regulation X if the builder and lender agree to re- 
finance in accordance with the regulation at the end of 
18 months or at the time the building is completed, 
whichever time arrives first. Under this type of ar- 
rangement, if the house is sold before it is completed 
(and before 18 months have elapsed) the sale must be 
financed under the terms of Regulation X. 


(C) Disaster Credits. -Prohibitions of Regulation X 
will not apply in any area in which the Federal Reserve 
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Bank declares ap emergency as a result of flood, fire, 
of other disaster. 

_ (D) Medical Expenses, Etc. -Prohibitions of Regula- 
tig@n X will not apply to loans used to pay bona fide med- 
idal, hospital, dental or funeral expenses, providing - 
1, the borrower furnishes a Statement certifying that 
the loan is to be used for that purpose; and 2. the bor- 
r@wer gives the amounts, names, addresses and occu- 
pations of those persons to be paid. 


(E) Casualties. -Prohibitions of Regulation X will 
n@t apply to loans used only to replace, reconstruct or 
r@pair a residence destroyed or substantially damaged 
by flood, fire, windstorm, or other similar casualty, 
pfoviding the borrower furnishes a Statement certify- 
img the funds are to be used for such a purpose. 


(F) Contracts to Sell. -This portion of the regulation 
ig written in order to allow a buyer and a seller to enter 
igto a sales contract. Therefore, the prohibitions of 
Regulation X do not apply to sales contracts: 


1. That do not require a down payment except ear- 
mest money before transfer of title 


2. Where title is to be transferred within 6 months 
(after date of contract) 


providing the eventual transfer of title is performed in 
accordance with Regulation X. In other words, a real 
estate salesman can take an earnest money contract on 
a sale and accept the payment of earnest money. The 
earnest money amount does not have to be the minimum 
down payment; however, when title is transferred, the 
final deal must conform to Regulation X. 


(G) Contemplated Construction. -In hardship cases, 
the Federal Reserve Bank may issue a certificate of 
exemption. For example, suppose a builder or some 
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WOTE . .. IMPORTANT 


Just as this booklet was being bound the January \da- 
mendments to Regulation X were published. The 
lowing revisions constitute the major changes in the regu- 
lation: 


1. Was - written to restrict real estate construction 
credit on only one- and two-family units. 


Now - restricts real estate construction credit om all 
residential units. (Hotels, motels, rooming houses @nd 
clubhouses are as a rule not considered residential and 
are, therefore, not affected.) 


2. Was - maximum loan value computed on structure GR- 
sis. 


Now - loan value computed on unit basis. EXAMPLE: 
Maximum loan on $11, 000 single-family home is (table 1) 
$8,300. But suppose someone wanted to finance a six- 
family with a value of $66,000, or $11,000 per unit. The 


new table at the bottom of the next page shows that $7, 930 
can be lent against this $11,000 value. Therefore, the 
maximum loan on the six-family would be $7, 930 x6 
units or $47,580. This table is used in computing maxi- 
mum loans only on structures having more than 4 units. 


FHA requirements affecting credit terms on government- 
insured housing have been revised to bring them in gen- 
eral conformity with Regulation X as amended. Three- 
and four-family houses are subject to similar restric- 
tions as were applicable to one- and two-family houses 
under the October 12 regulations. In the case of rental 
housing insured under Section 227 of the National Hous- 
ing Act, the FHA credit restrictions are in basic con- 
formity with Regulation X as amenied. That is, the max- 
imum mortgage provided is 83% of the estimated value 
of the property or project which does not exceed $7, 000 





s of $7,000 per family unit, provided that the maxi- 
m mortgage amount cannot exceed $8, 100 per family 
aps | 


* family unit and 53% of the estimated value in ex- 


maximum mortgage available for FHA-insured co- 
rative projects (Section 213) in general, ranges from 
to 88 percent depending upon the percentage of mem- 
rs who are veterans, with the maximum coverage be- 
ing available when membership in the cooperative 

ig 65% or more. 
reece Administration ’s housing credit regulations 
ve also been amended to bring them in general con- 


_ TABLE OF MAXIMUM PER UNIT BORROWING 
ON MULTI-UNIT RESIDENCES 


Walue per Downpayment Loan 
family unit amount 


Less than $7, 000 17% 

' $ 7,000 $ 1,190 
8, 000 1, 660 
9, 000 2, 130 
10, 000 2, 600 
11, 000 3, 070 
12, 000 3, 540 
13, 000 4,010 
14, 000 4, 480 
15, 000 4, 950 
16, 000 5, 750 
17, 000 6, 550 
18, 000 7, 350 
19, 000 8, 150 
20, 000 
21, 000 
22, 000 
23, 000 
23, 500 & over 





formity with amended Regulation X, making allowance 
for the statutory credit preferences for veterans. Ace 
cordingly, Veterans Administration ’s down-payment ag@ 
amortization requirements have now been extended & 
three- and four-family houses and to VA aided coopera+ 
tives having four or more family units 


For all types of credit subject to these controls, whether 
conventional or government assisted, the lender, in da 
termining the amount that can be loaned, must take info 
account all credit previously extended in connection with 
the property and still outstanding, as well as the amoumt 
of additional credit being extended. This provision brings 
supplementary borrowing, as well as first mortgap 
loans, within the scope of the regulation. In other words, 
minimum down payments must be made from the borrow} 
er ’s own funds in connection with extensions of credit 
on new residential construction and not from the pro- 
ceeds of supplemental mortgages, personal loans, 6r 
other secondary financing in excess of the permissible 
loan value. 


Credit extended pursuant to firm commitments mage 


prior to the effective date of this amendment is exempt 
from the regulation. Also, construction loans made to 
sub-contractors and other persons except the owners of 
multi-family units are exempt when they have maturf- 
ties not exceeding 18 months. Construction loans fo 
owners of multi-family units are subject to the controls 
even though of short term. 


In addition to new multi-unit residences, the regulation 
also applies to major additions or improvements to 
rental-type properties. The regulation defines a major 
addition to a multi-unit residence as one the cost of 
which exceeds $2, 500 and also exceeds an amount equal 
to $1, 500 for each family unit multiplied by the number 
of family units. In determining such cost there is con- 
sidered only the amount of costs incurred within any 
twelve consecutive months. Repairs made within that 
period must be included in computing the costs of major 





additions. 


ost of the other changes involve only slight revisions 
the language of the regulation. However, under Sec- 

1 on page 3 the determining amount has been raised 
om $25, 000 to $50, 000. 


following paragraph has been added concerning value 
multi-family buildings. 


r multi-unit residential property, other than major 
itions or major improvements: In the case of an ex- 
nsion of credit in connection with a bona fide sale of 
ulti-unit residential property, “value ’’ shall Le the 
fide sale price; in the case of any other extension 
credit with respect to multi-unit residential property, 
alue * shall be the appraised value as determined in good 
ith by the Registrant who extends the credit. Apprais- 
pursuant to this provision and other provisions of 
Ss regulation will be subject to inspection by the Board 
d the Federal Reserve Banks in accordance with sec- 
ion 6 (d) of this regulation, and appraisals found to be in 
cess of those dictated by sound and established prac- 
ce in the community shall be deemed sufficient ground 
r the suspension of the Registrant pursuant to section 
(c) of this regulation. 


This change was also made: One- and two-family resi- 
dential property started prior to October 12 is exempt 
from Regulation X provided financing is arranged prior 
to May 1, 1951. Muitifamily residential property (in 
this particular case, three-family units and up) started 
priorto January 12, 1951, is exempt from the regula- 
tion providing financing is arranged prior to May 1, 1951. 


Under Section 6, subsection B (page 14) the same ruling 
applies to credit to finance three-family units and up. 
The effective date for these multifamily units is January 
12 instead of October 12. The date for notification of 
the Federal Reserve Bank is March 15 instead of Jan- 
vary 1. 





other person has made substantial commitments (before 
October 12, 1950) to build new residential units. He 
now finds that the new financing terms available under 
Regulation X would cause him substantial hardship or 
would make completion of his buildings impossible. In 
this case the builder should submit a statement of hard- 
Ship to the Federal Reserve Bank in his district. This 
statement should show all of the facts with respect to 
his commitments, why compliance with Regulation ¥ 
would cause substantial hardship, and request a certifi- 
cate of exemption from the regulation for the construce- 
tion of the buildings described in the statement. The 
exemption granted in such cases is available only to the 
builder and does not apply to subsequent purchasers, 


(H) Labor and Materials. -Building contractors, 
building tradesmen, building material dealers or manu- 
facturers are not required to register. Only persons 
engaged in the business of extending real estate credit 
are considered registrants 


(I) Credits Secured by Life Insurance Policies. -Ag 
pointed out before, the credit secured by loan value or 
cash and surrender value of life insurante policies is 
exempt from the prohibitions of Regulation X. The 
lender need not take into account such credit when de- 
termining the amount of credit he is authorized to ex- 
tend. 


(J) Farm Property. -Insofar as farm property is con- 
cerned, Regulation X applies only to new construction of 
farm residential property or a major addition or im- 
provement to farm residential property. It has nothing 
to do with financing the purchase of farm lands or con- 
struction of such farm buildings as barns, sheds, hog 
houses, etc. 





Section 6 
Miscellaneous Provisions 


(A) Evasions. -Real estate construction credit fails 
to comply with the regulation if at the time the loan is 
made the lender knows (or has reason to know) of any 
agreement, arrangement or understanding to make this 
loan in violation of Regulation X or to evade or get a- 
round the provisions of the regulation. This holds true 
even though the loan is made indirectly. 


No lender shall divide credit into 2 or more parts, 
or agree to do so, for the purpose of avoiding (lengthen- 
ing) the amortization or maturity provisions of the reg- 
ulation. 


(B) Outstanding Contracts or Obligations. -Regula- 
tion X does not affect any loan made before October 12, 
1950, even though the construction which the loan will 
finance gets under way after October 12, 1950. Neither 
shall the regulation affect any firm commitment to ex- 
tend credit if that commitment was made prior to Oc- 
tober 12, 1950. By firm commitment is meant: 


1. A written agreement to extend credit. 


2. Any other agreement to extend credit entered in- 
to in good faith between the prospective borrower and 
lender and upon which the borrower has taken some spe- 
cific action before October 12, 1950. If a firm unwrit- 
ten commitment exists, the lender must notify in writing 
the Federal Reserve Bank in his district. This state- 
ment or letter must state the facts of the agreement and 
tell of what specific action the borrower has taken prior 
to October 12, 1950, upon reliance in the agreement. 
Statements or letters of this type must be sent to the 
Federal Reserve Bank before January 1, 1951. 


(C) Real Property Outside the United States. -Regu- 
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lation X does not apply to credit extended in Alaska, the 


Canal Zone or any territory or possession outside the 
48 States. 


(D) Preservation of Records, Inspections, Adminis- 
trative Report. -In order to determine whether or not 
Regulation X has been obeyed, anyone extending real 
estate credit shall keep the following records for a pe- 
riod of three years: 


1. Evidence (such as letters, accounts or other rec- 
ords) that establishes whether or not the person is en- 
gaged in the real estate loan business 


2. Evidence to show whether each loan is or is not 
exempt from Regulation X. 


3. Evidence to show that all real estate construc- 
tion credit issued by the lender conforms to Regula- 
tion X. 


Furthermore, the lender shall permit inspection of 
these records by representatives of the Federal Reserve 
Bank at appropriate times. The lender shall also furnish 
(when ordered to do so by the Federal Reserve Board) 
reports or information pertaining to these loans. 


(E) Default and Foreclosures (Serviceman’s Pre- 
induction Debt). -Nothing in Regulation X shall prevent 
any lender from taking whatever action he deems neces- 
Sary on a loan made to a borrower before the borrower 
is inducted into the armed services. (There may, of 
course, be other legislation on this point, but Regulation 
X does not in any way commit the lender to change the 
terms of the loan because the borrower enters the armed 
services. ) 


Furthermore, Regulation X does not prohibit a lend- 
er from foreclosing on a loan that is in default or from 
instituting any other legal means of collection. Also, 
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the prohibitions of Regulation X do not apply to the sale 
of property acquired through foreclosure, providing the 
loan connected with the sale does not exceed the unpaid 
principal amount of the foreclosed credit plus foreclo- 
sure costs 


(F) Right to Impose Stricter Restrictions. -The re- 
strictions under Regulation X for the most part set max- 
imum loan and maturity limits. There is no reason why 
a lender cannot insist on a larger down payment and a 
shorter term 


(G) Reliance upon Statement of the Borrower. -Any 
signed statement of the borrower may be accepted as 
correct by the lender. 


(H) False Statements. -Naturally, the Regulation pro- 
hibits false or fictitious statements affecting the credit 
or terms of credit to be extended. 


(I) Statutory Penalties. -As pointed out before, will- 
ful violation of Regulation X can lead to a $5, 000 fine 
or a year in jail - or both 


(J) Enforceability of Contracts. -Nothing in this regu- 
lation shall affect the enforceability of any contract. 
(See paragraph B and paragraph E.) 





New Credit Restrictions for FHA Loans 


Basically same as Regulation X. Chief differenves: ap 
ply only to0FHA loans and apply to FHA financing of al 
ne-and two-family residential buildi gs (etther oid oF 


new buildings); administered by FHA 


These restrictions parallel those of Regulation ¥ 
with the following exceptions 


1. FHA credit regulations apply to credit extended 
on all one- and two-family residential units regardless 
of when they were built, while Regulation X applies only 
to credit extended on “new” constructions of one- and 
two-family residential units. 


2. Maximum loan value under FHA is now $14, 000 
on a Single-family residence and $16, 000 on a two-family 
residence. (There is no limit in the amount of the loan 
under Regulation X so long as the required down payment 
is made.) 


3. FHA determination of loan value is a little more 
involved than under Regulation X 


For example, applications for FHA loans on one- and 
two-family residential units are checked against two 
tables.(Table I and Table II in this booklet.) Table I 
shows the amount that can be lent under the new regula- 
tions (this is also the same table used to compute Regu- 
lation X loans) and is based on a percentage of bona fide 





value @s determined under Regulation X). 


The other table (Table II) shows the amount that can 
Ge lent under the old FHA (pre-Korea) regulatinns and is 
Gased on a percentage of FHA valuation. The lower val- 
@e shown by the two tables is the maximum amount al- 
lowed under FHA restrictions. 


In other words, if a lender wishes to make an FHA 
Idan on proposed construction or on an existing prop- 
@rty where prior FHA approval has been given, he con- 
@ults Table I to see what the maximum loan would be 
Gnder the Regulation X schedule. He must also get an 
PHA appraisal and check this appraised value against 
Table 1. Whichever table gives the lower value is the 
@Gne to use in computing the amount of the loan. 


To explain further, let’s assume that a lender wants 
ft make a loan on proposed construction or on an exist- 
ing property where prior FHA approval had been given 
and the sales price was to be $10,000. Table I shows 
that the maximum loan is $7,700. The FHA raisal 
Of the property is $9, 000 and Table II shows ae maxi- 
Mum loan is $8, 050 on a property valued at $9,000. In 


this case, the loan cannot exceed $7, 700 because that 
is the lower amount found by using both tables. 


Suppose, however, that in this particular area FHA 
is following a practice of appraising considerably below 
the market, and evaluates this house at only $8,200. In 
this event Table II will allow a loan of $7,490. Since 
$7, 490 is lower than $7, 700, the FHA loan on this house 
selling for $10, 000 could not exceed $7, 490. 


If the loan is to be made against an existing $10, 000 
property where no prior FHA approval was given, the 
application must also be checked against two loan values. 
The first (Table D shows a maximum loan of $7, 700, but 
in this case the second value would be a straight 80% of 
the appraised value or, in this instance, 80% of $9, 000, 





or $7, 200. . 

For this reason lenders will frequently find that they 
can extend more liberal terms on older houses by using 
conventional financing, because Regulation X does got 
apply to financing on older residences, whereas FHA 
restrictions apply to residences of any age. 


If an application for an FHA loan was received prior 
to October 12, 1950, the loan will be exempt from the 
new credit restrictions, UNLESS the application is re- 
jected. In the event that an application filed before Oe- 
tober 12, 1950, is rejected, and reapplication is made 
after October 12, 1950, the loan resulting from the re- 
application will be subject to the new credit restrictions. 





New Credit Restrictions for VA Loans 


tlie basically same as Regulation X. Chief difference 


y 


spply only toV A loans; apply to FA financing of all 
ne. and two-family residential buildings (either old or 
» building allow more liberal terms; administered 


éy Fa 


Restrictions on VA loans differ from those under 
Regulation X in several important details: 


1. Veterans Administration loans may be made on a 
More liberal basis than FHA loans or se loans that 
@re under Regulation X. 


4. Table I] shows the down payment requirements 
@nd maximum loans that are allowed under new VA reg- 
@ations. 


B. The maturity of the loans available under VA 
festrictions can be for longer periods than under the 
@ther two sets of restrictions; PROVIDED the Admin- 
istrator gives prior approval. Under ordinary circum- 
stances the maximum maturity of VA loans is the same 
as other type loans: 25 years on properties valued at 
$7, 000 or less and 20 years on properties valued at more 
than $7,000. Supervised lenders may make automatic 
loans where the maturity does not exceed these maxi- 
mum limits. Whenever the veteran’s income and ex- 
penses indicate the necessity for a longer term loan the 
Administrator is empowered to approve a loan for a 
longer period of time but not in excess of 30 years. The 
lender must submit such cases for prior approval. 
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2. The VA new credit restrictions do not apply to 
loans that meet the following requirements: 


A. Loans to finance the purchase of a new dwelling 
unit on which construction was begun prior to August 3, 
1950. (By_new is meant a unit not previously lived in. 
Generally speaking, VA restrictions apply to older hous- 
es as well as new. This type of case is the exception.) 

B. Where a request for determination of reasonable 
value was received by Administrator prior to October 
12, 1950. 

C. Where a written contract between builder (oF 
seller) and veteran for purchase, construction or ree 
pair of residential property was entered into prior to 
October 12, 1950. 

D. Where a builder has a conditional commitment 
from FHA prior to October 12, 1950, to finance a resi-« 
dence. In this instance the VA loan to finance the sale 
of this property will be free of the new credit curbs. 

E. The handling of the 4% payment made by the Ad- 
ministrator to the veteran was, at first, somewhat of @ 
nuisance to lenders. When this entire amount is cred- 
ited to the principal of the loan, the payment allocation 
tables used by most lenders would, more often than not, 
be out of balance with the amount of principal actually 
due on the loan. The regulations have now been amended 
to allowas many complete principal payments to be made 
from the 4% amount as possible. Any amount left over 
is to be credited to the loan in some manner agreed upon 
between veteran and lender. For example, suppose a 
veteran receives $160 from the Administrator as his 4% 
payment, and finds that $150 would cover four complete 
principal payments:. Instead of having to apply the entire 
$160 to principal, he can pay only $150 on principal and 
use the other $10 to reduce the amount due on taxes, in- 
surance or some other account 


The other credit restrictions on VA loans are some- 
what similar to those found under Regulation X. We be- 
lieve, however, that the most important differences have 
been outlined in the preceding paragraphs 
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